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Consumer Instalment Credit
CONSUMERS added about as much to their
instalment debt this year, through July, as
they did in the first 7 months of 1963.
In percentage terms, however, the expan-
sion has slowed somewhat. The seasonally
adjusted annual rate of increase through
July was about 10 per cent. This compares
with 12 per cent for the comparable period
last year.
The limited slowdown in debt growth in-
dicated for 1964 to date has been due mainly
to three factors typical of the wide range of
conditions on which the growth of consumer
debt depends.
First, the rise in sales of durable goods
has not been fully matched in gross exten-
sions of credit.
Secondly, there has been no repetition of
the bulge in personal cash loans that oc-
curred a year ago this summer after statu-
tory loan ceilings were raised in a half
dozen States.
Finally, the uptrend in the flow of debt
repayments has accelerated. For the most
part this is the result of the pattern of ex-
tensions over recent years. In addition, col-
lection ratios in some lines improved with
the strong rise in consumers' disposable in-
come.
EXPANSION SINCE 1961
Total consumer indebtedness, as defined in
the Board's flow of funds accounts, currently
includes (1) nearly $190 billion in home
mortgages. (2) around $17 billion of security
and miscellaneous debts, (3) more than $16
billion in charge accounts and other short-
term noninstalment credit, and (4) $56 bil-
lion in short- and medium-term instalment
debt.
This article is concerned with the $56
billion of instalment debt.
The current period of expansion in such
debt began in mid-1961. Growth since then
has totaled $14 billion. This is the largest
dollar increase on record for any single con-
tinuous period of expansion. But because
No I r. -Adjusted Tor seasonal variation. Latest figures
quarter.
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the rise started from a much higher base
than did previous expansionary movements,
it so far has lifted the outstanding debt by
only one-third, as against an increase of one-
half in the 1954-57 period.
As Chart 1 shows, the usual pattern of
past expansions—a phase of very sharp ac-
celeration in both gross and net borrowing,
followed by a leveling off—has not devel-
oped in 1961-64.
The latest upswing in extensions has been
much less steep than its predecessors. Being
comparatively gradual, it has not run so far
ahead of the corresponding advance in re-
payments as during the upswings of 1952-
53, 1954-57, and 1959-60. The maximum
quarterly rate of debt increase, shown in the
lower panel of the chart, has been only
3 per cent this time compared with peaks
of nearly 5 per cent in 1959 and more
than 6 per cent in 1955.
Also, the yearly average increase in debt
since 1961 has been moderate in relation to
disposable personal income. Though these
have all been years of relative prosperity,
the rate of net debt formation—about 1 per
cent of annual income and 20 per cent of
the annual income gain—has not differed
significantly from the average for the entire
period since 1950, taking years of expansion
and recession together.
The recent rise in extensions, moreover,
has been more evenly balanced among cate-
gories of credit than were some of the spurts
of borrowing that occurred in the 195O's.
Since an initial upsurge 2 years ago which
centered in auto credit, the various types
of lending have expanded together for the
most part. Currently, each type accounts for
very nearly the same relative share of total
extensions as it did in 1962, according to
Table 1.
ECONOMIC ROLE OF CONSUMER CREDIT
Through July of this year, consumer instal-
ment debt has been rising at a seasonally
adjusted annual rate of $5.6 billion. This
means that credit extensions have been add-
ing $5.6 billion more to consumers' active
purchasing power, at an annual rate, than
has been withdrawn through repayments.
The net flow of such credit is a supple-
ment to disposable income. Obtained partly
through expansion of bank credit and partly
from investors through other financial chan-
nels, the additional funds lend strength to
consumer markets and augment the incomes
of producers that serve these markets.
Net borrowing is highly volatile, however.
In the past decade, net debt formation has
ranged from an annual rate of more than
$6 billion in the second quarter of 1955 to
a negative figure (that is, net repayment)
of $1.3 billion in the second quarter of
1958. Its ratio to disposable personal income
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varied in this period from 2.3 per cent down
to a negative 0.4 per cent.
In recent quarters the major changes in
the flow of net new instalment borrowing
have been a rise of $0.6 billion to a season-
ally adjusted annual rate of $6.1 billion
for the January-March period, followed by
a drop to a rate of $5.1 billion in the spring
quarter.
This increase and subsequent slowdown
in the use of credit reflected broadly the
pattern of consumers' market behavior at
the time.
Total personal consumption expenditures
increased a little more in the first quarter
than did disposable personal income, with
credit expansion financing part of the dif-
ference. In the second quarter, when the
cut in tax-withholding rates was effective
for all 3 months, disposable income rose
much more rapidly than spending and the
growth in consumer debt slowed accord-
ingly. Indeed, close to half of the very large
rise in income went into various forms of
saving, as had been expected.
The limited information now available
for the third quarter suggests a further siz-
able increase in consumer spending, prob-
ably a larger increase than that in after-
tax incomes. Tn July consumers' net instal-
ment borrowing again moved up toward a
$6 billion rate, with repayments lagging
behind the moderate rise in new credit ex-
tensions.
Aside from the short-term role of net
debt formation, consumer credit plays an-
other and more consistently sustaining part
in the consumer market. This year, for
example, repayments of loans made earlier
will total close to $60 billion. Through the
collection and relending process, purchas-
ing power up to this amount is in effect
being transferred from past buyers-on-
credit, who are not necessarily contemplat-
ing further major purchases now, to cur-
rently active buyers who have made definite
decisions to spend.
Gross credit extensions to current buyers,
and recent trends in the relation of credit to
sales in specific consumer goods lines, are
discussed in the following section.
CREDIT USE AND CONSUMER BUYING
Outstanding cash loans classified as personal
account for 27 per cent of consumer instal-
TABLE 2















I II III IV
1964
I II
Seasonally adjusted quarterly totals in
billions of dollars
23.1 22.8 23.2 23.4
4.2 4.1 4.0 4.2
6.2 6.3 6.3 6.5





Indexes, QI 1963 = 100
100.0 98.9 100.5 101.6
100.0 102.3 102.9 105.3
108.3 108.3
108.7 109.8
NOTE.—Sales are totals for new and used autos and for GAF re-
tailers, taken, with minor adjustments from Census Bureau reports.
(The GAF lines include General Merchandise, Apparel, and Furniture
and appliances.) The allowance for trade-ins is based on a com-
parison between the Census figures and the estimates released by the
Office of Business Economics, which relate only to new goods and the
dealers' margins on used goods, (For this purpose most of the non-
consumer purchases deducted by OBE were added back.) Balances
financed are estimated as instalment credit extensions less an arbitrary
flat allowance for refinancing, finance charges, insurance, etc. The
cash outlay component is a residual, which includes use of charge
accounts and of revolving credit accounts fully liquidated each month.
Family survey data show relatively less borrowing to finance used
cars and lower values for auto trade-ins than are implied here, and
the proportions shown here may be subject to a considerable margin
of error. It is the movements over time, however, which are of
primary interest for the present purpose.
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merit debt, and another 6 per cent consists
of home repair and modernization credit.
The remaining two-thirds of the total stems
from credit sales of autos and other con-
sumer goods.
The role of instalment credit in financ-
ing these sales can be seen from available
rough estimates that cover new and used
passenger autos as well as sales at general
merchandise, apparel, and furniture and
household appliance stores, figures for which
are given in Table 2. The nonautomotive
lines mentioned are often referred to for
convenience as the "GAF" group, from the
initial letters of "General merchandise,"
"Apparel," and "Furniture."
Out of each billion dollars that consumers
have spent in these lines in recent years,
consumer instalment credit has supplied a
:*
I ASSENGER AUTO CREDIT
CALCULATED*
NOTF.—The calculated values were obtained from regressions of
credit extensions on sales in 7 lines of business over the 1948-62
period, both variables being expressed in terms of seasonally adjusted
quarterly percentage changes. Time has been included as a second
independent variable to allow for trend shifts in the relationships.
Latest figures, second quarter.
gross total estimated to be on the order
of $270 million.
Reliance on credit in 1964. Extensions of
auto and GAF credit, seasonally adjusted,
have been stepped up in recent quarters as
shown in Table 2. Sales advanced less than
extensions during 1963, but since the fourth
quarter of the year have increased more than
has credit volume.
Such differential movements may of course
arise out of the changing composition of
sales. A given volume of auto sales can
normally be expected to involve more bor-
rowing than would the same volume of sales
of general merchandise. Autos generate
more credit per dollar of purchases, partly
because they require more substantial out-
lays at a particular time. From the fourth
quarter last year to the second quarter this
year sales of autos did rise less than sales
of general merchandise, and this accounted
in part for the less rapid growth in lending
than in sales.
Another element complicating interpre-
tation is that marked increases in sales are
usually accompanied by larger increases in
credit. In order to set these factors aside and
gain historical perspective, the quarterly
movements in credit extensions since World
War II have been compared with the associ-
ated movements in sales separately for autos
and GAF. The average relationships found
have then been applied to the sales figures
for recent quarters to obtain "calculated"
values for credit extensions—the extensions
that would have accompanied the recent
uptrend in sales given the average relation-
ship between sales and credit movements
that prevailed in 1948-62. Chart 2 shows
index numbers of these and of the extensions
that actually occurred—starting in each case
with the first quarter of 1963 as 100.
Comparison of the actual loan volume
with the calculated figures suggests that
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credit has been used less intensively this
year than last, relative to sales. This appears
to have been true for autos as well as for the
GAF lines, but especially for the latter.
From the second quarter of 1963 to the
third the actual use of credit moved above
the calculated amount based on sales. Ex-
tensions increased more in the GAF lines,
and declined less for autos, than might have
been expected from the movement of retail
activity, after allowance for seasonal factors.
In the fourth quarter, however, auto credit
fell slightly short of the mark indicated by
sales experience; and GAF extensions,
while remaining high, moved down a little
closer to their calculated volume.
This slight tendency to lessened reliance
on credit as 1963 ended was accelerated in
the first quarter of 1964: extensions rose
less than calculated, as cash business ex-
panded.
Tn the spring quarter the movements of
GAF and auto credit diverged. The depend-
ence of the GAF lines on credit declined still
further while borrowing for auto purchases
rose about parallel with the calculated move-
ment—though continuing below the average
1963 relationship.
At GAF outlets, credit extensions actually
turned downward after Easter despite a con-
tinuing advance in seasonally adjusted sales.
It should be noted, however, that the sales
rise was particularly marked in some of the
less credit-intensive GAF lines.
The lessened dependence on credit shown
by sales in the GAF group in recent quarters
has reflected primarily the experience of de-
partment stores and mail-order outlets.
Gains in sales at furniture and appliance
stores have likewise been achieved with con-
siderably less recourse to credit than usual.
At these stores, though, the difference be-
tween calculated and actual new borrowing
has been growing progressively smaller.
Auto contract terms. As the model year
passes, there is a strong seasonal tendency
to write more auto contracts on terms that
are relatively easy. Chart 3 shows this and
also shows the continuing year-to-year
growth in the proportion of such contracts.
The terms "liberal" and "conservative"
are used here in a relative sense, just
as they were in the report Financing New
Car Purchases published by the Board of
Governors in 1957 but with some updating
of the class limits employed in that study.
These terms are not intended to imply any
judgment as to the risk of loss for borrower
or lender. The "liberal" new-car contracts
provide for a term to maturity over 30
months—usually 36 months—and for a loan
that represents more than 90 per cent of
dealer cost. For used cars, any combination
of a maturity period over 24 months plus a
dealer-cost ratio over 90 per cent is included
in the liberal category. The term "conserva-
Noti:.—See text for definition of the various tvpes ol contidt-ts
Figures are not adjusted for seasonal variation. Latest figures,
second quarter.
Federal Reserve Bulletin: September 19641116 FEDERAL RESERVE BULLETIN • SEPTEMBER 1964
tive" refers to contracts with maxima of 30
months and 90 per cent on new cars, and of
24 months and 90 per cent on used cars.
According to these criteria, around 40 per
cent of the contracts studied are "mixed":
they are "liberal" in one respect and not in
the other.
In general, the changes seen in the chart
reflect the progressively more widespread use
of terms that are accepted as maxima, such
as the 36-month maturity, rather than any
substantial tendency to breach these maxi-
mum limits. The reported percentage of
contracts with maturities of more than 36
months, for example, is still well under 1
per cent of the total, as it has been for years.
Evidence is lacking as to whether there
has been an easing in the standards applied
to the borrowers' qualifications—the level of
their existing obligations in relation to in-
come and assets, their employment stability
and place in the community, and so on.
Personal loans. Personal cash instalment
loans have traditionally served to meet fam-
ily emergencies such as illness or unemploy-
ment.
The current trend, however, is toward
the use of this type of credit for large expen-
ditures of a more nearly optional character.
These include the purchase of household
goods, as well as outlays for travel, educa-
tion, and other personal projects and family
occasions. Loans of this nature may now
be more important in the total than are
loans to cover emergency expenses. It should
be noted here that in the personal loan
category the statistics for both extensions
and repayments, particularly the former, are
inflated by a substantial volume of loans to
consolidate earlier debts.
During the summer and early fall of 1963
five States raised the maximum size of loan
permissible under State small loan laws.
Four of these—Arizona, Connecticut, Indi-
ana, and Michigan—adopted a $1,000 ceil-
ing, and West Virginia raised its ceiling to
$800. These statutory changes brought the
number of States with loan limits of $800
or more to 32, almost twice the number a
half decade earlier.
During and immediately after the period
when the changes occurred, the volume of
personal loans increased sharply; then they
leveled off for several months before resum-
ing the gradual upward movement.
RATE OF REPAYMENTS
Collections on instalment debt passed a sea-
sonally adjusted annual rate of $60 billion
for the first time in May of this year.
This amount represents just about 14 per
cent of disposable personal income, the larg-
est proportion on record. The ratio moved
above 12 per cent on an annual basis for
the first time in 1955, and for 1960 it passed
13 per cent. It held at 13.6 per cent through
the first half of 1963 and at 13.8 per cent
in the latter half before rising to 14 per cent
at the turn of the year. Factors in the up-
trend, and possible implications for future
debt formation, were analyzed in the May
1963 issue of the BULLETIN.
The initial effect of the tax cut last March
was undoubtedly to reduce the ratio slightly.
But with the total debt rising and with col-
lection rates up as disposable income
spurted, repayments quickly regained their
earlier relationship to income.
At present, the burden of repayments is
being carried with little or no apparent rise
in financial difficulties among marginal bor-
rowers. In recent months the statistics of re-
ported bankruptcies and delinquencies have
taken a relatively favorable turn by compari-
son with 1963.
Consumer bankruptcies are not numerous
in absolute terms and are geographically
concentrated in a few States, but the general
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trend has been rather sharply upward for
a decade or more. The sustained rise in the
number of bankruptcy petitions that began
in mid-1962 has slowed in recent quarters,
however, and this spring a dip was reported
for the first time in 2 years on a seasonally
adjusted basis.
Delinquency rates on consumer loans at
banks are dominated by cyclical conditions,
but behind the cyclical swings that have oc-
curred in the postwar period there was a
broad downtrend through the mid-1950's
and then a limited rise to secondary peaks in
early 1961 and late 1963. A series of de-
clines followed in the early months of 1964.
Now the rate reported by a sample of banks
is not far from the 1957-59 average.
Reports on delinquencies on home mort-
gages suggest that consumers have met their
repayment obligations about as regularly as
a year ago, partly in response to more vigor-
ous collection policies by many lenders. Al-
though delinquency rates on Government-
underwritten loans around midyear were
somewhat above or little changed from year-
earlier levels, available evidence suggests
some decline for conventional home loans,
which account for most of the outstanding
debt.
FUND SOURCES
The various lenders' shares of total instal-
ment paper outstanding reflect in part the
general competitive positions of the institu-
tions themselves in obtaining and lending
funds. They also reflect indirectly the rela-
tively greater strength since mid-1963 of de-
mand for auto and other consumer goods
credit and the stability of demand for
home repair and maintenance credit.
Thus the rise in auto loan volume was es-
pecially important to the commercial banks,
which have more than half of their consumer
loan business in this category. The recent
lack of growth in home repair and moderni-
zation lending partly offset this advantage.
Bank credit. Among the immediate sources
of consumer credit, banks have been playing
a progressively larger role ever since the end
of 1955—which was their low point for the
decade. By mid-1963 their share of con-
sumer instalment paper outstanding had
moved up 4 percentage points and amounted
to 41 per cent of the total. The same frac-
tion was reported this summer.
Besides lending directly to consumers and
buying instalment paper from retailers and
others, banks make a substantial indirect
contribution to consumer credit by lending
to finance companies and retailers. It is esti-
mated that about 10 per cent of all consumer
instalment credit is thus indirectly bank-
financed, as against 20 per cent of the all-
lender total in 1952.
Directly or indirectly the banks still pro-
vide more than half of all the funds used in
consumer instalment credit, though their
share of the total has moved down in recent
years from a high near 60 per cent estimated
for 1952.
Other credit sources. Consumer finance
companies have retained their one-twelfth
share of all instalment credit outstanding this
year. Credit unions have moved up a little,
and now hold more than one-tenth of the
total. Retailers have been financing less and
less of their customers' credit purchases
in recent years, and this trend continued
through the latest period.
Sales finance companies, supplying credit
through auto dealers, mail-order companies,
and other retailers, hold about one-fourth
of all consumer instalment debt. Their share
of the total has declined a little in recent
years, but it leveled off in the latter part of
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TABLE 3
CONSUMER RECEIVABLES OF FINANCE
COMPANIES FINANCED WITH SHORT-TERM
FUNDS, JUNE 30






















1 Includes bank financing through purchase of finance company
paper.
1963 and moved up fractionally in early
1964.
Sales finance companies have benefited
this year from the strong demand for auto
credit—in which they have specialized—
even though they have not quite kept pace
with the banks in the auto field. In addition
they have increased their share of other con-
sumer goods paper outstanding.
Finance company funds. In mid-1964 fi-
nance companies of all types taken together
held about $19 billion of consumer instal-
ment paper. The companies had obtained a
little over three-fourths of this sum through
borrowing. This was about the same propor-
tion as a year earlier, but up significantly
from the 70 per cent estimated for 1961
and 1962.
The rise can be traced to the short-term
component. Long-term debt is estimated to
have financed around 40 per cent of receiv-
ables, as of June 30 dates, throughout the
1961-64 period. The proportion financed
with short-term funds rose meanwhile from
30 to 37 per cent. As Table 3 shows, this
rise was largely in the form of an increased
use of nonbank funds.
Finance companies have made increasing
use of the commercial paper market in rais-
ing short-term funds in recent years, as non-
financial corporations have made a rising
volume of such funds available. The paper
market offers flexible rates and maturity
dates, without the need to maintain compen-
sating balances such as many banks require
against direct loans.
The competition for these corporate funds
has stiffened, however, with the step-up in
borrowing by the finance companies shown
in the table, the rising use of certificates of
deposit, and the increase in the Treasury bill
rate. Rates on directly placed finance com-
pany paper maturing in 3 to 6 months
have risen by half in a 3-year period—from
2.50 per cent in mid-1961 to 3.75 per cent
this summer.
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